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KEY ECONOMIC INDICATORS: 


Domestic Economy 
Population (thousands) 
Population growth (%) 
National Income in billion lei 
Per capita NI, current lei 
NI in lei, % change 


Production and Employment 
Investment (billion lei) 
Indices (1979 = 100) 

Net industrial production 
Net agricultural production 
Production trends 
Electrical power (million kwh) 
Coal (thous. tons) 
Crude oil (thous. tons) 
Methane gas (thous. cubic m) 
Steel (thous. tons) 
Labor force (thousands) 
of which: agriculture 


Balance of Payments 
Exports ($ million, f.0.b.) 
Imports ($ million, f.0.b.) 
Trade balance ($ million) 


Current account balance ($ million) 
Foreign debt in convertible 


currencies at year end ($ million) 
Debt service paid ($ million) 
Debt service ratio as % of 
convertible currency exports 
Foreign exchange reserves 
at year end ($ million) 
Average exchange rate for year 


(X = U.S. $1.00) 
primary (commercial) 
secondary 


rate 
(non-commercial) rate 
U.S.-Romanian Trade (USDOC data) 
U.S. exports to Romania 
($ million, f.a.s.) 
U.S. imports from Romania 
(SM llion, c.i.f.) 
Trade Balance ($ millions) 
UsS. Share of Romanian imports ($%) 
U.S. share of Romanian exports ($%) 


Principal U.S. 
Principal U.S. 


exports 
imports 


(1986): 
(1986): 


Note: National income 
national product minus services). 
Government statistics, 

*Romanian Government projection 
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Summary 


While Romania has enjoyed considerable success in reducing its 
convertible currency debt from about $10.5 billion at the end of 
1981 to about $5.5 billion at the end of 1986, the Romanian 
economy has paid a steep price in terms of lost economic 
development. The Embassy estimates that Romania ended 1986 with 
a $2 billion surplus, meeting its heavy debt service obligations 
by substituting nonconvertible currency imports where possible, 
sharply cutting hard currency imports to roughly half the 1981 
level. As a result, needed capital equipment was not purchased, 
and shortages of spare parts together with normal depreciation 
and technological obsolescence has led to a marked deterioration 
in the country's infrastructure and capital stock. 


Published 1986 Economic Plan results are exceptionally difficult 
to interpret, but nevertheless leave the impression that 
performance was disappointing. This impression is reinforced by 
the 1987 Economic Plan, which appears to concede that past 
targets were unrealistic and not reached. The published 1987 
plan features far less detail than has been contained in previous 
plans. Of the sectoral growth rates specified, virtually all are 
not only less than 1986 target figures, but lower than the 


implicit annual growth rate required to achieve 5-year plan 
targets by 1990. 


The key to Romania's economic performance over the next several 
years will be its hard currency external trade sector. If 
Sustained economic recovery is to take hold, Romania must import 
the capital goods needed to make its industry competitive in 
world markets. Imports of capital goods in sufficient quantities 
to bring Romanian industry up to world standards will require new 
foreign credits and perhaps new foreign debt rescheduling. 
Without significant new capital imports, Romania's economic 
prospects through 1990 must be considered grim. 


Despite this disappointing outlook, opportunities exist for U.S. 
exporters to Romania, particularly in those economic sectors 
given development priority. For example, the Embassy believes 
that prospects exist for sales of energy-related equipment and 
technology, as well as for production control equipment and 
complex machine tools. In addition, we believe that there will 
be continued strong demand for U.S. agricultural products, such 
as soybeans and cattle hides, which Romania uses in products 
which are reexported. We also see prospects for sales of U.S. 
‘raw materials such as coking coal, but on a barter-only basis. 


Ambitious Repayment Schedule Reduces Foreign Debt 


In 1982 President Ceausescu announced that Romania intended to 
repay its accumulated convertible currency debt as quickly as 
possible. Measured only by the level of outstanding foreign 
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debt, this program has enjoyed considerable success. At the end 
of 1981, Romania's gross hard currency debt stood at about $10.5 
billion. By the end of 1986, Romania succeeded in shrinking this 
debt to approximately $5.5 billion. Moreover, Romania plans to 
accelerate this rapid pace of debt repayment. The Ministry of 
Finance has announced that it intends to prepay all debt 
rescheduled in the 1982 and 1984 Paris Club sessions to avoid the 
high fixed interest rates attached to this debt. Romania's hard 
currency debt service obligations (principal plus interest) in 
1987 is already roughly $1.8 billion. If an additional $1 
billion in prepayments are added, Romania would have to pay an 
amount equal to almost 50 percent of its projected hard currency 
export earnings for 1987, a debt service ratio which would appear 
unsustainable. Nevertheless, Romania is expected to meet all 
debt repayment obligations this year and will likely make some 
prepayments as well. 


Rapid Debt Repayment Squeezes Imports 


Romania's impressive foreign debt repayment performance is being 
achieved at great costs in terms of reduced imports and domestic 
austerity. The Embassy estimates that Romania ended 1986 with a 
hard currency surplus of almost $2 billion, meeting its debt 
service obligations despite a 7 percent decline in export 
receipts. This surplus was achieved by cutting back hard 
currency imports to $4 billion, almost half the 1981 level of $7 
billion and 15 percent below the value of 1985 imports. (From 
1981 to 1986, Romania's hard currency imports have declined at an 
average annual rate of more than 11 percent.) The $2 billion 
trade surplus more than covered the country's $1.8 billion debt 
service payments in 1986. Romania also benefited from an 
agreement with commercial banks reached in July 1986 to 
reschedule $350 million in principal repayments due in 1986 and 
$450 million in principal repayments due in 1987. As a result of 
the deliberate policy to curtail imports, Romania's economy 
increasingly suffers from obsolete technology and a deteriorated 
infrastructure. 


Scanty Statistics Suggest Disappointing Economic Performance 


Published 1986 plan results, though incomplete, nonetheless leave 
the impression that performance was disappointing. As a result 
of inconsistent presentations, missing statistics, index numbers 
with unexplained bases, and apparent arithmetic errors, many 
specifics of the economic performance in 1986 cannot be 
determined. Of the 44 industrial output levels reported in plan 
results of previous years, only 14 have been published for 1986. 
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The plan called for national income growth of 10 to 12 percent, 
but even official results claim a growth rate of only 7.3 
percent. The Embassy calculates, using official published 
figures, that the actual growth rate was 2.8 percent. 

Officials from the government statistical agencies claim the 
discrepancy results from the usage of differing price data. 
Yet many Western experts believe that Romania's national income 
actually stagnated last year. 


A comparison of the 1986 plan with available actual results 
reveals a widespread failure to meet ambitious goals. The 
published production results for the following sectors fell 
short of planned levels: electrical energy, coal, natural gas 
and steel. Natural gas production reportedly declined 2 
percent. Crude oil production figures went unreported after 3 
successive years of decline. 


The Romanian Government communique reporting the 1986 plan 
results balanced its praise for the stated successes with 
criticism for industries whose targets were unmet. Kudos were 
given to the metal industry (despite the growth in steel output 
of only 3.5 percent), the machine building industry (up 7.7 
percent), the electronics industry (up 12.2 percent), computer 
technology (up 14.6 percent), precision equipment (up 9.6 


percent) and oil field equipment (up 17.7 percent). Production 
in the chemical industry reportedly rose 8.3 percent, while the 
construction materials industry climbed 11.8 percent. Various 
industries in the consumer goods sector were also credited with 
increases. At the same time however, the communique charged 
that some ministries and enterprises failed to meet export 
targets or utilized excessive energy and raw materials in 
carrying out the plan. 


Two sectors were singled out for both praise and criticism. 
The transport and telecommunications sector was praised for 
increasing the freight volume carried, but criticized for 
inefficient capacity utilization and poor conservation of fuel 
and electricity. The investment-construction sector received 
credit for increasing total investment 1.2 percent to 249.3 
billion lei, and for starting up over 300 industrial and 
agricultural units. On the other hand, this sector was berated 
for failing to reach targets for the commission of production 
units due to inefficient preparations and faulty construction 
techniques. According to the communique, these shortcomings 
resulted in "overdue commissioning dates for units of great 
importance to the national economy affecting the supply of 
resources necessary for production."' Delayed maintenance 
caused equipment breakdowns, wasted materials, and delayed 
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1987 Plan Appears to Concede Economic Slowdown 


The 1987 Economic Plan, the individual plan for the second year 
of the 5-year plan covering 1986-90, establishes growth rates 
that fall short of the rates necessary to reach 5-year plan 
targets by 1990. While the 1987 plan exhorts the country to 
new achievements in all major social and economic areas, it in 
fact appears to admit that past targets were unrealistic and 
unattained. The 1987 plan yields this impression in two ways. 
First, it is greatly reduced in size in comparison with 
previous plans. Details suppressed in 1987 probably represent, 
in large part, planned targets which were not reached in 1986. 
Second, of the remaining sectoral growth rate targets which 
were specified, virtually all are lower than the corresponding 
1986 targets. 


The text of the 1987 plan features pronouncements and 
exhortations with few specifics. One theme is echoed again and 
again: emphasis must be placed on raising the "level of 
technology" and the "quality of production," as well as on 
"modernizing the process of production.'"' These goals are to be 
attained through better utilization of energy and other primary 
resources. Little guidance, however, is provided as to how 
precisely these goals can be reached. 


Prime Minister Dascalescu provided additional insights 
concerning the 1987 plan when he presented it to the Grand 
National Assembly for approval, but gave no new figures. While 
touching on the familiar themes of increased modernization and 
better use of energy and raw materials, the Prime Minister 
revealed that new emphasis would be placed on exploration for 
minerals, especially for copper and coal. Priority will also 
be given to electronics, fine mechanics, other advanced 
technical machinery, and the nuclear program. Aerospace 
development will be accelerated. 


In general, the 1987 plan is distinguished more by what it 
omits than by what it describes. The plan reveals that 285 
billion lei has been allocated to investment (precisely 20 
percent of the 5-year plan total), for example, but fails to 
specify how these funds are to be spent. Yet even in its 
abbreviated form, the 1987 plan implies an economic decline in 
Romania. Of the 17 numerical targets specified in the plan, 11 
are lower than the corresponding 1986 targets, two are the 
same, two are higher, and two are not comparable to previous 
plan targets. Since virtually all of the 1987 targets given 
are lower than the average annual growth rates required to 
reach S-year plan targets, the implication is that accelerated 
growth will be required in other years to offset 1987's slower 
growth if the 5-year plan is to be fulfilled. 
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Agricultural Outlook Improves, But Problems Remain 


Improved weather gave Romania a good grain crop in 1986 and 
timely rains after a cold spring have built hopes for a strong 
1987 harvest as well. The Embassy estimates that the country 
produced roughly 25.3 million metric tons of grain in 1986, 
perhaps 20 percent above the 1985 crop. Nevertheless, this 
total falls far short of both the goal of 30 million tons 
proclaimed by President Ceausescu, and the 5-year plan target 
for 1986 of 31 million tons. 


Much like the overall economic plan for 1987, this year's 
agricultural plan omits important details and contains growth 
rate targets which are lower than the corresponding 1986 
targets. Only two published 1987 targets correspond with 1986 
targets: the planned growth rates for gross agricultural 
production and net agricultural production. Both targets fall 
short of the implicit annual growth rates specified in the 
5-year plan. Thus, while the 1987 agricultural plan calls for 
new achievements in this sector this year, it in fact appears 
to concede that fulfillment of the 5-year plan is unlikely. 


In addition, neither the 1987 plan nor the 5-year plan 
addresses two main problems of Romanian agriculture: the lack 
of effective incentives for farmers and the failure to adopt 


any rational cost-benefit analysis of the sector's utilization 
of financial and material resources. The 1987 plan completely 
ignores the incentive problem, and perpetuates the practice of 
making expensive and often inappropriate capital outlays. A 
striking example of this is the continued emphasis on extensive 
land reclamation projects at the expense of the more effective 
and less costly strategy of increasing the usage of chemical 
fertilizers. As a result, there appears little reason to be 
optimistic that, over the long term, Romanian agriculture will 
reach production levels common, for example, in Western Europe. 


Foreign Trade Declines 


One of the worst economic performances in 1986 was in the 
foreign trade sector, which fell short of planned targets by 
more than 20 percent. Given the emphasis that the Romanian 
Government places on earning foreign exchange for debt 
repayment and the purchase of essential hard currency imports, 
this shortfall will likely have wide reverberations throughout 
the economy. The Embassy believes that two factors explain a 
large part of the decline in the leu value of Romania's foreign 
trade. First and probably most important, prices of both crude 
oil and refined petroleum products declined during 1986. As a 
result, the value of Romanian refined petroleum declined, even 
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if the volume of production remained constant. Unfortunately, 
the Romanian Government does not publish statistics in volume 
termS so no such comparisons can be made. Second, the leu 
value of Romania's foreign trade depends on which exchange rate 
is used, Dollar denominated trade was worth less in leu terms 
in 1966 due to the depreciation of the dollar in foreign 
exchange markets. Roughly two-thirds of Romania's convertible 
currency trade is denominated in dollars, according to the 
Roman;jan Bank for Foreign Trade. The decline in the relative 
strength of the dollar throughout 1986 contributed to the 
reduced leu value of the country's dollar denominated 
contracts. Nevertheless, the Embassy suspects that a decline 
in the volume of trade also helps explain the 18 percent 
decrease in Romania's convertible currency exports since 1981. 


Bilateral trade statistics collected from other embassies in 
Bucharest and analyzed by the American Embassy reveal that the 
United States was Romania's single most important hard currency 
trading partner in 1985 and 1986. The United States was 
Romania's largest export market and second largest supplier 
(behind the Federal Republic of Germany). These statistics 
also indicate that Romania's trade surplus with the 20 largest 
Western industrial countries almost exactly equals its total 
hard currency surplus of $2 billion. This implies Romania's 
trade with Western nonindustrial countries is approximately in 
balance. 


Long-Term Economic Outlook is Gloomy 


The Romanian Grand National Assembly adopted the 1986-90 
Economic Plan, which calls for great strides in all sectors of 
the economy. Unfortunately, the plan is unrealistic and is 
likely to remain unfulfilled in most areas. Under the plan, 
national income is to grow more than 10 percent per year; net 
industrial production is to grow 9 percent per year. The 
5-year plan puts a high priority on the development of the 
industrial and agricultural sectors through new investment and 
modernization. The plan also calls for the foreign trade 
sector to increase 53 percent by 1990. 


Yet, the S-year plan not only set unrealistic growth targets, 
but its implicit strategy for economic growth appears flawed as 
well. Independent Western economists have identified three 
fundamental structural adjustments as crucial for the Romanian 
economy: (1) a reduction in the high dependency on imported 
energy and raw materials through the development of indigenous 
resources coupled with increased efficiency in their 
utilization; (2) a realignment of the economy's production 
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structure to conform with domestic and international demand 
patterns; and (3) an improvement in the overall efficiency in 
the economy, particularly in the agricultural sector. The 
S-year plan, even if completely fulfilled, would make limited 
headway toward greater energy and resource independence, while 
falling short of the reorientation needed to satisfy domestic 
demand and improve economic efficiency. 


Perhaps the goals of the S-year plan closest to those 
recommended by Western economists are in the extractive sector 
of the economy. Romania is stressing the modernization of the 
mining industry (particularly coal and copper) and of secondary 
oil production. The goals appear sound, though the growth 
rates, for example, for coal production, are somewhat 
optimistic. 


Outside the extractive sector, the 5-year plan appears poorly 
designed to put the Romanian economy on a modern, competitive 
footing. Little attention is given to increasing incentives 
and information flow in the economy or to allocating industrial 
investment on the basis of perceived domestic or international 
demand patterns. For example, even if targets for production 
of electronics, microelectronics, and automation and process 
control equipment, it is unclear that this machinery could be 
absorbed easily in the domestic economy or sold in Western 
markets. 


Another perennial problem is agriculture, but the new S-year 
plan avoids mention of structural changes for this key sector. 
No mention is made of new incentives for farmers, such as 
higher prices for crops. Nevertheless, Romania's agricultural 
sector could show significant growth over the next 5 years 
given favorable weather as well as increased supplies of 
fertilizer, herbicides, and agricultural machinery. The plan 
calls for an increase in the production of agricultural 
machinery, pesticides, and fertilizer. But the projected level 
of fertilizer usage, about 3 million tons per year over the 
plan and almost three times the present rate, seems highly 
unrealistic. 


Romania has avoided any major changes in the organization of 
the economy. President Ceausescu has several times ruled out 
any reform initiatives either to decentralize economic 
decisionmaking or to allow a greater role for market forces. 
On the contrary, the President has said that increases in 
output will follow from more rigorous application of Romania's 
system of "scientific socialism," and harder work by labor. 
Most Western economists doubt that such a prescription will 
suffice to put the economy on the road to health. 
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Hard Currency External Sector Holds the Key to Growth 


The hard currency foreign trade sector will likely play a key 
role in Romania's economic performance over the next five 
years. Sustained economic growth in future years will require 
imported capital goods to make Romanian industry competitive in 
the world markets. Yet such imports in sufficient quantities 
will require new foreign credits and perhaps new foreign debt 
rescheduling. These critical constraints are not mentioned in 
the 1986-90 plan, but they wiil play a major role in shaping 
Romania's future economic performance. 


U.S.-Romanian Trade 


In 1986 U.S.-Romanian two-way trade declined slightly from a 
value of $1.16 billion in 1985 to $1.09 billion last year. 
U.S. exports increased 21 percent, from $208.2 million to 
$251.0 million, while Romanian exports to the United States 
declined 12 percent, from $951.1 million to $833.9 million. 


U.S. exports in 1986 were led by sales of raw materials, 
including soybeans ($49.5 million), bituminous coal ($46.6 
million), cattle hides ($24.4 million), yellow corn ($20.8 
million), and barley ($10.1 million). U.S. sales of steam 
turbine and generator parts ($45.8 million) and chemicals 
($22.3 million) were also significant. 


Leading Romanian exports were petroleum products (gasoline, 
napthas, fuel oils, lubricants -- $421.9 million), fertilizers 
($44.5 million), and other chemicals ($49.8 million). High 
value levels were also reached by exports of metals and metal 
products (iron and steel plates and sheets, unwrought aluminum, 
aluminum sheet, ball bearings -- $51.9 million), textiles and 
apparel ($35.9 million), furniture ($19.6 million), and 
footwear ($410.6 million). 


Prospects for U.S. Exports 


The structure of investment outlined in Romania's current 
5-year plan (1986-90) would suggest that the best potential for 
U.S. exports to Romania during the next 3 years should be found 
in the following areas: energy development (nuclear power 
generation equipment, renewable energy technology, deep-strata 
oil drilling, and oil and methane gas recovery); electronics 
and automation (integrated circuits, electronic telephone 
exchanges, industrial robots, and numerically-controlled 
machine-tools); chemical industry (reagents, additives, 
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catalysts, agricultural chemicals, and medical drugs); and food 
processing and packaging equipment and technology. The sales 
potential of bituminous coal and agricultural produce and other 
Taw materials also appear to be excellent. 


In an effort to remedy severe cash-flow problems, Romanian 
foreign trade organizations (FTO's) typically demand that 
Western suppliers take as much as 100 percent payment in 
Romanian goods. Such arrangements include barter, 
counterpurchase, product buyback, coproduction, joint ventures, 
and third-country cooperation. The arrangements were 
specifically highlighted in the 1986-90 Economic Plan, and they 
can be expected to continue to play a key role in Romanian 
foreign trade in the next years. U.S. firms willing to accept 
countertrade or participate in joint operations will have the 
best access to Romanian markets. 


U.S. firms making straight sales to Romania should take steps 
to protect themselves against payment delays. Confirmed 
letter-of-credit terms provide the greatest protection to the 
seller. Of other, less desirable arrangements, unconfirmed 
letter-of-credit terms are preferable to cash-against-documents 
or open account terms. Contracts should also stipulate 
interest payment if the Romanian FTO does not meet its payments 
on time. 


With appropriate safeguards, American exporters and importers 
have found that the Romanian market can be profitable. U.S. 
firms interested in doing business with Romania should be aware 
that the U.S. Department of Commerce sponsors trade promotion 
events in Romania, including participation in the Bucharest 
International Fair, which is held annually in October. 


The United States extends most favored nation (MFN) tariff 
treatment to Romania on a year to year basis under the 
provisions of the Trade Act of 1974. In June 1987 President 
Reagan renewed Romania's MFN status for the upcoming year. 
However, Congress has attached amendments to the Omnibus Trade 
Bill calling for a 6-month suspension of MFN. At the time of 
publication, this bill had not reached the President for 
Signature. For an update on Romania's tariff status, contact 
the country desk officer at (202) 377-2645. 


For assistance in doing business with Romania, firms should 
contact the Senior Commercial Officer, American Embassy 
Bucharest, APO New York 09213 (telephone: 10-40-40; telex 
11416), or the Romania Desk Officer, East European Division, 
International Trade Administration, U.S. Department of 
Commerce, Washington, D.C. 20230 (telephone: 202-377-2645). 
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